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INTRODUCTION

This is an interim report on the Business and Services Consolidated
Data Center. The report covers a brief review of activities prior to July 1,
1972 as well as findings through January 26, 1973, which were observed as a

result of monitoring the development of the data center.

HISTORY - PRIOR TO JULY 1, 1972

There has been considerable concern shown in past years by both the
Legislature and the Executive Branch in regard to proliferation of computers
and the need for consolidation. The Legislature evidenced its dissatisfaction
with consolidation progress through the Budget Act of 1971. 1In this Act, the
responsibility for statewide control and coordination of EDP was transferred
from the Office of Management Services to the Department of Finance. On July
1, 1971, the EDP Control and Development Unit was established in the Department

of Finance.

The State Data Processing Officer (the Chief of the EDP Control and
Development Unit) and his deputy proceeded rapidly to develop a consolidation
plan in order to carry out the wishes of the Executive Branch. A general plan
was developed, without participation of the EDP users, and adopted by the Cabi-

net on April 24, 1972, The plan embodied the following:

- Five major data centers
- State teleprocessing network

- Integrated data bases (sharing common data)
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- Common rates for comparable services

- Statewide standards for operating system (uniformity).

EDP Consolidation Plan Cost
Savings Cannot Be Substantiated

The EDP Control and Development Unit, in developing the EDP
Consolidation Plan, arrived at an estimated savings of $185 million (primarily
cost avoidance). This was based on an assumption that a 20 percent EDP growth-
rate could be projected for each of the next five years without consolidation,
but with consolidation this could be reduced to a 10 percent growth-rate.
Normally, a cost/benefit analysis is required to justify proposed EDP plans.
The cost/benefit analysis prepared by the EDP Control and Development Unit
covered only two of the five centers and did not cover all EDP costs within
these two centers (e.g., systems analysts and programmers). The cost savings
shown in this cost/benefit analysis was less than 10 percent of the estimated
$185 million and was not reviewed by any of the departments with EDP
installations. Comsolidation should produce significant savings; however,
there is insufficient information available at this time to substantiate any

specific savings amount.

EDP Equipment Was Procured
On a Sole Source Basis

The EDP Control and Development Unit, in proceeding to carry out
the EDP Consolidation Plan, requested IBM to provide a more detailed consoli-
dation implementation plan and determined that IBM equipment (370/165 computers)
should be procured on a sole source (no bid) basis for the Business and Services

Consolidated Data Center. As justification for this action, they cited the fact



that most of this center's EDP programs were compatible with IBM equipment,
which would facilitate conversion and reduce total conversion costs. Also
considered was the present use of an IBM 370/165 computer in the Department

of Human Resources Development providing experience and backup.

The sole source contract with IBM was signed by the Department of
Public Works on May 5, 1972, and later approved by the Department of Finance.
The contract was for three IBM 370/165 computers and related equipment. One
of these computers was to be installed temporarily in the Department of Public
Works. The computer in the Department of Public Works was to be removed and
" returned to IBM after the other two computers were installed and operating
satisfactorily at the Consolidated Data Center site, which had not been

selected at that time.

Normally in the state, competitive bidding is required in order to
obtain the product or service needed at the least cost to the state. Section
14807 of the Government Code requires competitive bidding but permits sole
source purchases upon agreement of the Department of General Services. The

contract for the three IBM 370/165 computers was for approximately $7 million.

The sole source procurement had an adverse effect on current
competition because the vendors knew of the state's original preference for
IBM, the bidding process was costly for the bidders, and many of the factors
that would determine who receives the contract would be determined subjectively
or after the bids were opened. This contributed to the result that only two

vendors submitted proposals in response to the RFP.

The Department of Public Works began installation on their site in
June 1972. At that time, the site was prepared and new EDP equipment started

arriving.



HISTORY - SUBSEQUENT TO JULY 1, 1972

When the Legislature became aware of the sole source procurement
of EDP equipment for the Business and Services Consolidated Data Center,
control language was written into Section 4 of the Budget Act of 1972
(Ch. 156; Stats. 1972). See Exhibit I (page 29). The two key features

were:

- That contracts for EDP activities in excess of $10,000

are to be competitively bid

- That contracts awarded or entered into shall be in
the form of the Model Contract as outlined in Section
4960.1 of the State Administrative Manual and no

portion of such contract shall be excluded or stricken.

At the same time, it was decided by the Legislature thét the Department of
Public Works could acquire upgraded EDP equipment. The Budget Act of 1972
then provided that the EDP equipment and related activities for the Business
and Services Consolidated Data Center must be competitively bid. The contract
with IBM was then revised by the Department of Public Works to reflect this
decision., The contract was reduced from approximately $7,200,000 to approxi-
mately $1,800,000. There was also an understanding that the IBM 370/165
computer acquired for the Department of Public Works would not be used to do
any work which would prejudice any bidder for the forthcoming consolidation.
(The IBM 370/165 computer had the capacity to do considerably more work than

was needed for the Department of Public Works.)

The Legislature enacted Chapter 787 of the Statutes of 1972 (SB 1503 -

Teale) as an urgency statute, which became effective August 11, 1972, The bill
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added Chapter 8 (commencing with Section 11775) to Part I of Division 3 of
Title 2 of the Government Code. The chapter created four consolidated data
centers, which had to be established prior to the expenditure of the funds
for these centers appropriated in the Budget Act of 1972. The four centers

were:

- The Law Enforcement Consolidated Data Center

- The Business and Services Consolidated Data Center
- The Revenue Consolidated Data Center

- The Human Relations Consolidated Data Center

Two sections of the Government Code added by the bill provided for on-site
training, confidentiality, use of the Model Contract and competitive bidding
(Secs. 11784, 11785, Gov. C.). The language in those sections was similar to

that in Section 4 of the Budget Act of 1972.

The Department of Finance, in accordance with the wishes of the
Legislature, as expressed in SB 1503, immediately started the competitive
procurement process for the Business and Services Condolidated Data Center.

The first step was the creation of an organization within the Business and
Transporation Agency to carry out the procurement process and operate the up-
graded computer system in the Department of Public Works. See Exhibit II (page 30)

This organization had four major functions:

- "Initial conversions (Department of Public Works, Depart-
ment of General Services, Office of the Secretary of State,

and California Highway Patrol

- Center operations (Department of Public Works)



- Site preparation (Business and Services Consolidated

Data Center)

- Procurement (Business and Services Consolidated

Data Center)."

A Request for Informatioﬁ and Technical Capability Survey (RFI/TCS)
was prepared and sent to over 800 vendors on August 14, 1972. A vendors
conference to review the RFI/TCS and answer questions was held on August 29,
1972, This conference was originally scheduled to last two days, however, it
only lasted 45 minutes. The procedure used by the Department of Finance was
to read answers to written questions previously submitted. Additional questions
were not permitted from those attending and there was no further discussion,
There were 13 vendors that indicated in writing that they intended to respond
to the RFI/TCS. The response received from these vendors regarding the
RFI/TCS helped in clarifying certain areas when the Request for Proposal (RFP)

was prepared. The RFP was released on November 6, 1972, to seven vendors:

- Allen - Babcock
- Burroughs
- Control Data Corporation (CDC)

- Honeywell

- International Business Machines (IBM)
- McDonnell - Douglas Automation Company
- UNIVAC.

Proposals, in response to the RFP, were received on January 9, 1973, from two
vendors (IBM and UNIVAC) and these proposals are presently in the process of

being evaluated,
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During the competitive procurement process, a problem arose in
regard to the reluctance of aﬁy of the major vendors to sign the Model
Contract, The Legislature enacted AB 2393 (Cullen) as Chapter 1254 of the
‘Statutes of 1972, The bill, which became effective on December 15, 1972,
as an urgency statute, amended provisions of the Government Code added by
SB 1503 and, in addition, required the Department of Finance to develop a

revision of the Model Contract by February 15, 1972 (Sec. 3, Chapter 1254).

IMPORTANT FUTURE EVENTS

The critical future events to take place in the procurement process

for the Business and Services Consolidated Data Center are:

- Benchmark tests of each vendor's equipment

- IBM - week of January 29, 1973

~-  UNIVAC - week of February 26, 1973

- Revision of the Model Contract by the Department of

Finance - February 15, 1973

- Disclosure of vendor selected - March 23, 1973.

REPORT FORMAT

The remaining sections of the report are Model Contract, Business
and Services Interim Data Center, and Business and Services Procurement Process,
These sections cover the principal areas observed during the monitoring of the
data center development. Primary findings will be presented in each of these

sections with additional findings to be covered in the final report.
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MODEL CONTRACT

BRIEF HISTORY

On July 1, 1972, the Budget Act of 1972, including Section 4,

became operative and on August 11, 1972, the Government Code provisions added
by Chapter 787 of the Statutes of 1972 (SB 1503 - Teale) became effective.

The Legislature through these actions provided for control language to be used
relating to the procurement of Electronic Data Processing (EDP) equipment,
systems and services. Refer to Exhibits I and III (pages 29and 31). It was
apparent that the Legislature felt that some clarification of procurement
guidelines was necessary because of the recent attempt at sole source procure-

ment in the Department of Public Works,

The Model Contract, since its inception in 1967 and with a minor-
revision in 1969, had been used by the Department of Finance as a guideline
for individual negotiation of EDP? procurement contracts., In practice, each
procurement established separate agreements with each vendor, all different

in areas of terms and conditions,

The vendors' reaction to this control language was adverse, specif-
ically that all EDP contracts for new equipment, systems and services be in
the form of the Model Contract and no portion of such contract shall be excluded

or stricken,

None of the five major vendors of main frame equipment would sign
the model. It is important to note that there were major differences in the

vendors' reasons for refusing to sign, as well as differing degrees of what
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each would accept. Certain manufacturers of peripheral equipment did indicate

that they would sign.

To resolve the problem of vendor resistance, the Department of
Finahce supported AB 2393 - Cullen (Ch. 1254; Stats. 1972). Essentially, the
enacting of this law in December 1972, as an urgency statute, was to offer some
means of modifying the restrictive language in the model, as indicated by the

following:

"It is the intent of the Legislature to consider modifications

to the model contract which impose conditions inconsistent with
current practices in the electronic data~processing industry.
Identification of such conditions by vendors shall be taken into
consideration in the formulation of legislation which will relieve
these difficulties in order that firms not be unreasonably pre-
cluded through the use of inappropriate contract statement from
doing business with the State of California." (Sec. 11785, Gov. C.
as amended by Ch. 1254, Stats. 1972, AB 2393.)

In addition, this measure allowed modification of requirements for lease of
EDP equipment for specific one-time acquisitions of the State Treasurer and

State Controller,

Department of Finance Approach

Section 3 of Chapter 1254 (AB 2393) stated that the Department of
Finance should provide an approved revision to the Model Contract for lease of
EDP systems and components, no later than February 15, 1973. The Department
of Finance's approach has been to make the minimal revisions necessary in order
to allow procurement for the Business and Services Consolidated Data Center.
Any remaining revisions by Department of Finance are to come from a "laundry
list" of topics they are preparing, to demonstrate their awareness and potential

solution,



The Department of Finance has made some revisions to the original
model, based on vendors' Federal G.S.A. Supply Schedules, vendor interviews,
and suggestions. This revised model has been circulated to those interested
Qendors and their comments have been noted. Of the five major vendors, two
had meetings with Department of Finance personnel; of these, one would accept
and the other would not make a categorical acceptance but has reservations.
The remaining three vendors were contacted by telephone; two of these had
suggestions, one would accept as written, the other would not, while the third
was unable to give am official response in the time available. The final
comments and suggestions of all vendors are being considered by Department of

Finance personnel.

Interpretation of Elective
and Discretionary Paragraphs

Perhaps the most significant issue raised in the discussions of the
model was over the interpretation of format used, where paragraphs of the model
were assigned a rating of mandatory, elective, or discretionary. See Exhibit IV
(page 32) for particular information. The significant issue was in the elective
and discretionary levels, relating to '"who has the authority to elect which
option should be taken, the vendor or the state representative''. Department of
Finance's position is that, this was the vendor's option, to allow him to compete
in the bidding. However, General Services Legal Counsel feels that this prerog-
ative should be the state's. First by reason of the state's basic rights as
the purchaser and second that if the vendor has the choice, this would make the
very sensitive subject of competitive bidding increasingly complex to monitor

and to evaluate, i.e., comparability of bids, favoritism, etc.
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LEGISIATION PLANNED TO
RELAX MANDATORY REQUIREMENTS

The Department of Finance is preparing legislation which should
complement and accompany the revised model. Observation in meetings and
discussions with key personnel indicate that a potential area of concern
will be the attempt to relax the mandatory requirements of Section 4 of

the Budget Act of 1972, to allow:

- The model to be returned to the State Administrative
Manual where it would be used as an administrative

tool

- For contract of EDP services to be on a separate

contract from the model

- An attempt to reduce the restrictions inherent in the

complex structure of competitive bidding.

Until new legislation is enacted, Section 4 and Section 11775, and following,
of the Government Code provide control language for EDP procurement and
activities. Any new legislation should be reviewed in respect to its impact

on these control features.

To prevent legislation problems relating to the Model Contract in
the future, the bepartment of Finance has mentioned that an annual review of
the model will be made (to keep up-to-date with industry practices and state
standards) with an annual report to the Legislature of action taken, An

annual review of this nature would be beneficial to the state.
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The Department of Finance is planning on using two different
contracts (one for equipment based on the Model Contract, the second for
related services based on sources other than the Model Contract) in the
Business and Services Consolidated Data Center procurement. This position
does not appear to be in accordance with the Legislature's intent, as expressed
in Section 4 and Section 11785 of the Government Code. Also see Legislative
Counsel's opinion number 18166. Refer to Exhibit V (page 33 ), which states
that all contracts for EDP activities are required to be in the form of the
Model Contract. The revised Model Contract to be prepared by the Department
of Finance by February 15, 1973, would only cover the leasing of hardware and

would not cover software of services.

LEGISIATIVE CONTROLS
NOT PROVIDED FOR AT THIS TIME

As previously explained, the Department of Finance is using a
minimal approach in the preparation of a revised Model Contract and related
legislation. This approach leaves a number of issues still unresolved. These

issues are:

- Contract services -~ Typically, the cost of conversion
is a significant factor in any evaluation; and, in the
case of the Business and Services Consolidated Data
Center, the cost exceeds $5 million from either vendor.
The Department of Finance's position is that the services

area is not to be included in the model.

- Specialized contracts for EDP activities will be required,
in addition to the revised Model Contract but are not

currently planned; such as,
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-~  Purchase of EDP equipment

~~  Purchase or lease of software.

- Competitive bidding process - Removed from Section 11785
of the Government Code (as added by SB 1503) by the
amendment of that section by AB 2393, Therefore, compet-
itive bidding is applicable only to EDP activities
financed by funds subject to Section 4 of the Budget Act
of 1972 and will be applicable only so long as those funds

are encumberable. (June 30, 1973)
- Contractor training on site =

- Strict interpretation would create massive problems

(cost and logistics) for the state and the contractor.

-~ A liberal interpretation for campliance would allow

exceptions when compliance is not practicable,

- The Legislative Counsel's opinion nuimber 18166, states
that the vendor may not perform training off of the

state premises. (EDP installation) See Exhibit V (page 33).

DEPARTMENT OF FINANCE -
PLANS TO CHANGE SECTION 4 LANGUAGE

It was observed that the Department of Finance intends to have
Section 4 in the Budget Act of 1973-74 different from the Section 4 in the
Budget Act of 1972-73. We understand the controls for competitive bidding and
the usé of the Model Contract are to be changed. If the control language of
this section is changed, then this would have major impact on the Model Con-
tract issue.
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The Budget Act of 1973-74 has been introduced (SB 80, AB 110).
The control language for competitive bidding has been changed to "secured
on a competitive basis'", and the reference to contracts being in the form

of the Model Contract has been eliminated.
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BUSINESS AND SERVICES INTERIM
DATA CENTER

The "Interim Data Center" is a tifle the Executive Branch has
used to describe the upgraded computer installation at the Department of
Public Works. This center was planned by the Department of Finance to be
used in certain conversion efforts, which would assist the development of
the Business and Services Consolidated Data Center. Hereafter, when "Interim
Data Center" is used it refers to the -upgraded computer installation in the

Department of Public Works.

The "Interim Data Center'" was initiated on July 1, 1972, and is
expected to remain in existence until the transfer of operations to the
final site at the Department of Motor Vehicles, The‘Legislature has
specifically authorized the upgraded computer instalation at the Department of
Public Works. However, there was an understanding that this system (IBM 370/165)
would not be used to do any work which would prejudice any bidder for the forth-

coming consolidation.,

The findings related to the interim center are covered in this

section,

PLANNED OVEREXPENDITURE OF ITEM 61.3

Item 61.3 of the Budget Act of 1972, appropriaééd $100,000 to pay
"for shipping and installation costs related to the rental of a computer,
Department of Public Works, exempt from Section 4 of this act". We understand

that the Executive Branch subsequently interpreted Item 61.3 to include
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increased equipment costs for the IBM 370/165 computer, but not to exceed

$192,000 (appropriation of $100,000 plus reimbursements of $92,000).

The Department of Public Works (during fiscal year 1972-73) has
incurred expenses totaling $383,000, including the purchase of a motor
generator, rental of proprietary software packages, rental of memory devices
and terminals, personnel costs and increased equipment cost of the IBM 370/165
computer over the previous 360/65 computer. The Business and Services Agency
has directed the data center to reimburse the Department of Public Works for
these charges and to use funds from Item 61.3., Since August 31, 1972, only

$3,150 for freight costs has been charged to Item 61.3.

The effect of this action would be that an amount of $283,000, in
excess of the original appropriation would be charged to this item, the
excess to be funded from reimbursements. If this is consummated, then this
additional expense is assumed by the Business and Services Agency to be
exempt from Section 4 of the Budget Act of 1972, specifically the requirements
for competitive bidding and contract conformance to the Model Contract. This

additional amount was not approved by the Legislature.
It is apparent from the above that there is a plan to use Item 61.3

for expenditures not originally intended.

IMPROPER PROCUREMENT
OF THE MOTOR GENERATOR

The Department of Public Works procured a motor generator for the
"Interim Data Center' at a cost of $15,000. The procurement of this equipment
was necessary for the IBM 370/165 computer to prevent the loss of data in

the event of a power failure,
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Traditionally, this type of procurement is processed through the
Department of General Services with competitive bidding and approval by the
proper authorities. This procurement was an exception to that rule. The
- generator was supplied to the job site by IBM and installed by the electrical

contractor,

An investigation revealed that at the time the generator was
delivered there was no authorization or typical procurement paperwork pre-
pared. This procurement was completed on a sole source basis, without compet-
itive bidding or authorization by proper authority to forego competitive bid-
ding. The generator is manufactured By General Electric and sells for $13,700.
The Department of Public Works now wants to charge the cost of procurement to

Item 61.3, which did not exist at the time of selection and installation.

In summary, the motor generator was procured by a method outside of
the established state procurement system and on a sole source basis without
any approval or authorization; the Department of Public Works paid a premium
price to 1IBM, while the manufacturer, General Electric,sold the model off
the shelf for $1,300 less; and the Department of Public Works wants to charge
this expense to Item 61.3., As of the date of this report, approximately seven

months later, the proper paperwork has not been authorized.

IMPROPER CHARGING OF
Y"INTERIM CENTER" SITE COSTS

The preparation of the site for the "Interim Data Center" started
in June 1972 and was completed in July 1972. The cost of the site preparation

was $65,000.,
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Typically, the charge for this cost would have been made to the
Department of Public Works since all other "Interim Data Center' charges are
made to this department. Item 61.3 of the Budget Act of 1972 was established
to provide funds for freight and installation costs of the "Interim Data
Center'", Site preparation costs are a normal installation cost. It appears

that Item 61.3 should be charged.

The Department of General Services' Architecture Revolving Fund
was charged for the site preparation cost. We understand this action was
directed by the Department of Finance, and the Department of General Services

will not be reimbursed., There is no apparent justification for this action.

IBM PROPRIETARY SOFTWARE
(CICS) HAS NOT PERFORMED SATISFACTORILY

The "Interim Data Center' management in July 1972, procured a pro-
prietary software package called CICS from IBM. This package has not worked
satisfactorily to date, however, IBM is attempting to take corrective action.
Normally, proprietary software programs written for a specific system are

usable when delivered,

The problems with CICS have forced the state to continue using a
current package (called FASTER) which does not offer the features purportedly
provided by CICS. The state is paying $750.00 per month for CICS and the

package is not functional,

The "Interim Data Center" management authorized the procurement of
the CICS package without fully investigating its functional reliability in

the centers' environment,
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"INTERIM DATA CENTER" EDP .
EQUIPMENT IS MEETING PERFORMANCE STANDARDS

The IBM 370/165 system hardware performance meets or exceeds
established standards of reliability. The "Interim Data Center'" equipment

is operating at a reliability rate in excess of 95 percent.

The IBM equipment in the "Interim Data Center" is performing
adequately at the present time although performance in the months immedi-

ately after installation (July - November 1972) was below expectation.
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BUSINESS AND SERVICES PROCUREMENT PROCESS

The monitoring of the procurement process for the Business and
Services Consolidated Data Center included the areas of the Request for
Information and Technical Capability Survey (RFI/TCS), the vendors initial
conference, preparation and writing of the RFP, the organization established
for the procurement process, the plans for evaluation of proposals and the

evaluation and selection of vendors.

The findings related to the procurement process are covered in

this section.

IBM HAS COMPETITIVE ADVANTAGE DUE
TO THE INTERIM DATA CENTER AND THE
STATE'S USE OF STRUCTURALLY SIMILAR FQUIPMENT

Several factors have combined to provide the IBM Company with a
significant advantage in the competition for the Business and Services Con-~

solidated Data Center procurement,

‘First and foremost was the installation of the IBM 370/165 computer
in the Department of Public Works, Subsequently, this installation was called
the "Interim Data Center'" by the Executive Branch and involved the conversion
of programs of the Department of Public Works, General Services Center II, Office
of the Secretary of State and the Highway Patrol to the new equipment. A total
of 3,800 programs were converted to the new equipment by state personnel.
UNIVAC estimates their cost of converting these programs to the UNIVAC 1110 to
be $1,143,200. 1In addition, the state cost to support UNIVAC's conversion of

these 3,800 programs has been estimated by the Department of Finance to be in
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the area of $1.5 million. Therefore, the combined advantage to IBM as related
to its bid for the proposed Business and Services Consolidated Data Center is

estimated to be a minimum of $2.9 million.

Secondly, the procurement of proprietory software for use on the
"Interim Data Center's'" IBM 370/165 computer has provided at least a $50,000
advantage to IBM in that UNIVAC must provide comparable items of software as

part of their total bid price.

Third, IBM has an advantage over the competition because of the
similarity in architecture between the proposed IBM 370/165 computer and the
IBM 360 and RCA Spectra 70 equipment being replaced. Approximately two-thirds
of the 6,500 programs to be converted are currently on equipment structurally

compatible to IBM.

IBM is faced with a relatively easy conversion of those installations
now using either IBM 360 or RCA equipment, whereas, UNIVAC has no inherent
advantage because their equipment is not similar to anything presently in use
within the state, In installations such as Water Resources and State Teachers'
Retirement System, both vendors face a problem of equal complexity because the
equipment currently in use (Control Data and Honeywell) is dissimilar with
either system being proposed as a replacement. 1In the Department of Motor
Vehicles, IBM has a tremendous advantage because of the structural compatibility
between the IBM 370/165 computer and the existing RCA Spectra 70's. 1In the

balance of the installations being converted, IBM also has a decided advantage.

In summary, it appears that the '"Interim Data Center' has provided
IBM with a significant competitive advantage. This advantage could be reduced

considerably if the conversion efforts in the '"Interim Data Center' were
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compensated for during the cost adjustment process to be performed by the

Evaluation and Selection Committee.

NO PROVISION FOR ADJUSTING
STATE COST IN EVALUATION PLAN

Traditionally, a bid evaluation plan is required to be prepared
before the opening of the proposals, so that the evaluating criteria are as

objective as possible and are not influenced by the content of the proposals.'

Without having a prescribed procedure for adjusting state costs
before opening the proposals, it is possible to favor one or the other vendor

by the methods of adjusting costs,

The evaluation committee did not include guidelines for determining
ad justments to state costs. This is a difficult task, because &ll situations
would have to be considered. However, it is necessary to at least provide
guidelines to insure that the evaluation is not influenced by personal opinion

after the proposals are opened and to promete evaluation on an objective basis.

COST AJUSTMENT FACTORS
COULD DETERMINE SUCCESSFUL BIDDER

The Department 9f Finance proposes to use 'bid cost adjustment
factors" to reflect the state's cost to support each vendor in such areas as
conversion, training, program management, etc. Additional bid cost adjust-
ment factors are anticipated to reflect additional costs in equipment, soiftware,

training, etc., where the vendor is felt by the state to be deficient,

These factors may very easily amount to many millions of dollars and

could serve to make the low bidder appear the most costly. .The use of any
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such factors must be carefully monitored, fully substantiated, and well
documented because their indiscriminate usage could precipitate a protest,
court suit, bad publicity and above all could further deteriorate the spirit

of competitive bidding between equipment vendors and the Department of Finance.

RECOMMENDATION

- A special task force should be created to carefully
evaluate the bid cost adjustment factors appropriateness

before the successful vendor is selected,

FAILURE OF BOTH
BIDDERS TO MEET MANDATORIES

A basic consideratioﬁ in the RFP was for each vendor to comply with
specific mandatory requirements, Mandatory items defined in the RFP are those
"which must be met in order that the proposal may be deemed responsive to the
state's needs. The bid muét be deemed non-responsive if the stated require-
ment is not met. The mandatory items may be waived by the state if the devi-
ation is not material., A material deviation is defined as a deviation which

has a potential effect on quantity, quality, price or delivery.,"

A vendor may be excluded from further consideration fairly or
unfairly, based on how the mandatories are waived or not waived. This adds

increased emphasis to the vendor's effort to meet all mandatories.

The evaluation process has come to a point where a determination has
been made, that each of the two vendors responding has failed some mandatories.

One vendor failed 11 mandatory requirements and the other failed 18,
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The evaluation and selction-team, under the direction of the Depart-
ment of Finance, is determining the materiality of those mandatories that have
not been met, We understand, that if those mandatories which are unmet can be
met by some adjustment of cost, they will be adjusted. 1If not, then the
vendor in question will be told that he has failed to respond to necessary

qualifications in the RFP and will be excluded from further competition.

RECOMMENDATION

- Require an independent review of the determination
made regarding each vendor meeting the RFP mandatory
requirements and the extent of any related cost

ad justment.

CONTRACT TERMS AND
CONDITIONS UNKNOWN TO BIDDERS

Only two vendors of EDP equipment have responded to the RFP and
they are completing the procurement process without knowledge of the final

contract terms and conditions.

The Department of Finance realized early in the procurement the
effect that Section 4 of the Budget Act of 1972, and the statutory language
added by SB 1503 would have on the vendors, 1In an attempt to resolve the
problems created by this control language and yet to achieve the procurement
in an expedient fashion, the Department of Finance supported AB 2393, They
also provided in the RFP flexibility to the vendors through conditional comments
in the area of the Model Contract. The conditional language in the RFP is as

follows:

ey



"Proposals received which evidence a deviation from
the current Model Contract will be considered conditional,
until such time as new contract legislation is enacted.

When new legislation is enacted (or, if introduced,

fails to be enacted), vendors submitting proposals will be

given approximately two weeks to confirm or modify their

cost schedules in response to the then current contract

requirements."

The two vendors who have responded to the RFP with proposals have
each invested hundreds of thousands of dollars in preparing their proposals and
in the benchmarks. The state, as well, has invested considerable amounts of
time and money. This effort is proceeding to a day when an unknown contract
will be developed to which the vendor must conform., The effect of the new
Model Contract when available would be impossible to predict, However, each
vendor is aware that the new model may require price adjustments or other
action, The vendors' actions should be of major concern to the state, because

they are not predictable, Contingency plans might be considered and alterna-

tives reviewed.

All of the vendors participating in the RFP process have voiced their
concern over the less-than-stable position of the Model Contract and that it

would be a significant factor in their consideration to bid.

MATERIAL IN APPENDIX A OF THE
RFP WAS PREPARED BY ONE OF THE VENDORS

The material for Appendix A (Consolidation Implementation Management
and Conversion Approach) of the RFP was prepared by IBM, This material was
prepared at the request of the Department of Finance as a proposed preliminary
implementation approach for EDP consolidation., This approach was then adopted

by the Department of Finance and the Consolidated Project Office (CPO) for
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the state and included in the RFP so that it would»be available to all

competing vendors and provide each with equal knowledge.

An RFP is typically written in its entirety by state personnel
(or by a non bidder) and submitted at the same time to all vendors who might
bid. This is done to prevent any unfair advantage being gained by any of the

bidders.

By preparing a portion of the RFP to which he will later respond
provides the vendor with an opportunity to present his concept and approach,
which could be unique, and requires the other competing vendors to comply.A
It also provides the vendor who wrote the material an advantage in that he

knows of the material at an earlier date and is more familiar with it.

SITE PREPARED BASED ON
MAXIMUM VENDOR REQUIREMENTS

A contract has been awarded for preparation of the site for the
Business and Services Consolidated Data Center. Maximum electrical and
cooling requirements of all seven potential vendors were provided for in

preparing the site before the vendor was selected.

Usually, the EDP equipment is selected before the site is prepared
to avoid any unnecessary expenses. The Consolidated Project Office (CPO) and
the Department of Finance made the decision to proceed before selecting the
EDP equipment vendor in order to expedite installation and obtain purported
equipment and personnel savings at an earlier date. This approach does provide
the vendor who has the maximum site requirements (IBM) an advantage, since his
extra site costs will already be absorbed by the state (e.g., chilled water,

extra conduit for motor generators, etc.).
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The extra site costs for IBM have not been determined. These costs
should be determined and considered when evaluating the vendors' proposals

and making cost adjustments,

It is interesting to note that the original estimate of the Office
of Architecture and Construction for the site preparation costs was $912,000.
The competitive bids received ranged from $578,600 to $632,469. The low
bidder at $578,600 was awarded the contract, which was approximately 63.4

percent of the original estimate.

INITIAL VENDOR ADVANTAGE
IN SUBSEQUENT DATA CENTERS

The Business and Services Consolidated Data Center is the first of
four consolidated centers and the largest. The selection of the vendor to
supply the equipment for this data center will have a significant effect on

the selection of equipment for future data centers.

In subsequent consolidated data center procurements, each vendor
will be evaluated as to his ability to meet the requirements of the RFP. The
impact of a large on-going system, however, would be of ever increasing sig-
nificance in the evaluation process. The vendor selected for the first center
would have an advantage in the competition for providing equipment to subse-
quent centers. Once a major conversion commitment has been made, the vested

costs to the state are substantial,

" Some of the benefits to the state accruing from selecting the same

vendor for each consolidated data center are:
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Equipment backup

Ease of training

Ability to exchange data or to communicate between
systéms

Fewer operating system and software packages to maintain
Familiarity with system and the ability to interchange

personnel.

é C '}62/ &ﬁa\“gl ‘%, Lt e e ——

) Walter J. Quinn
Acting Deputy Auditor General

"February 15, 1973

Staff:
Michelmore
Hainline
Ross
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EXHIBIT II

BUSINESS AND SERVICES.
CONSOLIDATED DATA CENTER

SSIsSnd 0 ARUVLERIDIS

r - - ) .
m CRAT=¢ 8CC6-G  punTRi
HODY IO - . S10uT
JudWdoTT3ADQ 1819-5 W
uorjonguon UUTg UOTIOOTSS UOTSIOAUOD
rlMMmmuaaw.Hunal pue votjenivral] q1D
L I
Tevs-g mJﬂ:uszé 9889-C 3s0n 9881~6G an 6609~ AoujTyn 8086-G AOUOSTJ
| V970~ @330pang 680L-G OuRIATON
1 ! !
p . i
PUTEHOD0L] uoTanIedsad _ UOTSIDAUOD UOTSINAUOD
SO3/ 14l a4 weay SITs | S50 11 aoq
_ LLLT-S ovrsIoN 0T57- Lo A95L-5 BEOG-G TOTTTUl
" 0CL8-6 :
= M T Osvld I oueyd T oseyd
m . | JUDAUDAINDCIJ uoTaeredord ©319 u:oﬂsauaao uvu:;q :Oﬂvu;>:au Ter3Tay
M —v J04>,,Omw ¥ SSOUT SN SADTATOG y 23 SODTATOG 8 SOO0TAT 3 SSOUTSNT
S N B
&
o
& £2L9-5
= - - 34086
> £6LT xoxes! LEBY-G
= IT ISVIKd 0T6Z-S
g OILVDOTAY 'TINNOSHI BESGG-G
£ . Z€61-5
5 .. 1300
i ~ JLodd NOLLVALTOSHOD |
TEEG-G Todxeg ///
0LG0-5 - SRUICL ~.
S,
LAOUNT ONIERVTA ‘IvOSId Y. | 0€0T-§ (Aaostape) Aouotey
e e 3 GEET-G sa0UILLD
S S YOLOUATA T # WILITID
€TCL~S (59q)  @3uoyod] . S S |
630G~-¢ (Md@) uvwpoailg e
ceC1-6G (HTd) y3atug e
18C6-6 ( (AWd) suodzod| cog e
cer1-¢ L3€) saoque ;
€L1-9 ) B3auIeyYD|, KONV
TILLIRNOD AMOSIAL HOLIMVIJCISITALL 3

-30~



Excerpt from SB 1503

11784. Anv contract entered into by the Department
of Finance, any state agency, or any ‘consolidated i
center, concerning data-processing  svstems  desion,
programming, documentation, conversion, traininz. and
other aspects of data-processing opcrahons shall reauire
thgztw_c_o_rg_tjfact personnel shall be p}wsmal’\ on g
premises of the consclidated data center or state entity in
the conduct of svstemns  desiz 1, program N
docu:nermuon “and training and such contract shali 150
contain a prov ision requmno the contractor and ali ot his
staff working under such contract to mmaintain il

information obtained as a result of such contract as
confidential and to not divulge such information to any
°r person or entity. W 1mre contracts are entered into
pursuant to this section, as_a condition of such contract,
orovision shall be mude that state porsonnel are to be
working directiy with such contract versonnel to assure
con'r_i_r_}puztion_mo_ff;ad projects for which the contract is let
after a contractor has fuliilled his contractual obligations.
Full documentation of ail programs shall reside both in
the data center and the state entitv for which the
program was written.

11755 Contracts awarded or entered into pursuant to
/*1’5‘ cfz wter shall be in the form of ‘!:P mcd >/ contract for
and or po o of elerir w.k..-[,»ioccs.smg
v erns and com’)utcs as outiine fi i Section <£20.1 of
fz'ne State Administrative Manual revised new January,
s and no portior of such coniract shall be excluded or
Csérie le :

AJ such contracts entered into pursuant to this section,
where the total annual amount exceeds ten thousand
dollars  (310,600), shall be subjeet te eemipetitive
EﬁyyﬁﬁﬂﬂfuﬁﬂlJEKL“

e
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EXHIBIT IV

Introduction to Model Contract

Model Form
(Reu: 12~ 27 ?'

’\-v\,s

(.4./

The follcwing iext i3 a model for use in Zeasing computer sustem egquiprent., Tha
format (Jcrﬁr~£ soope ond sequence of parasrapis) ts romdat ory; no nwtbered parasr
may be Geletzd op ciricken. Appropria*° entries vill be rade in blank spaces (indi-
cated as " "),
Three catuszcriecas of digera2tion are provided: randatoru, elactive, and discraiiong
as ]urtncr a,~:ncd Delon,  Mordatory pararr: or subraraIrcpis are indicatad
[Ml; no crances wilZ Sz rarmitoad to pavapronns so tdentiiiod,  Suiparamrannz A
ttfiea ZJ [z } are glective (a encicz of Loiruaie ts rrovided); no enonges wili be
permitied to the su&par;gra;h seiected, DPuaraararhs crd sublrorerrapns ideniified
[D) are diserazi o d a3 c2 L2cauge of tnz iroractioniiiy

; : 3
providing e o a ifie situmiion., Chanses o
items Tdenzii: by the Department of Finane
and General

- v

The jollowing text will be included on the face of thz State's Siandard dgresment,
.
L]

[M] Contractor agrees to furnish and install at a site designated
by the State in the vicinity of and to let to the

State, and the State hareby hires 7rcm tha Contractor all those
electronic data procassing rmachines and socecial features and
accessories listed on attached Ricar 8. The follcwina Ridars

and Addendum are hereby incorporated by reference and made a part

hereof:

Rider A. Terms and Cenditicns Applicatle to Rental of
Electronic Data Processing Systems and Conponents

Rider B. Equipment List, Prices, Instsllation Dates, and
Option

Rider C. Progremming Aid List
Rider D. Additional Contractor Commitrents

Fair Employment Practices Addendum, Form 3

Additional Ricers ancd/or cdderdurms, i1f appropriate, will also be listed.

- 'y S

- 1
The text for Rider A Follows:

Rider A. Terms and Ccnditicns Agplicable to Rental of Electronic Data Procaes-
) a

n
sing Systens and Ccmponents

-

[H] 1. Definition of Terms

-

a. DATA PRCCESSING SYSTEM = Tha total complement of Contractor-furnisha
individual rachines or compenents whizh are acguired to coerace as &
integrated group, and are interconnccted entirely by the Contractor!

power and/or sicnal cables,
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